This paper uses data from the triennial waves of the Survey of Consumer Finances from 1992 to 2004 toexamine changes in the use of financial services with implications for the definition of banking markets. Despite powerful technological and regulatory shifts over this period, households' banking markets overall remained largely local--the median distance to a provider of financial services remained under four miles.However, there has been rapid growth in the use of non-depository financial institutions over the period, particularly non-local ones. This increase occurred across a wide variety of demographic and other household classifications. The evidence on the clustering of financial services is mixed. Households showed a slightly greater tendency to buy multiple banking services from their primary provider of such services in 2004 thanin 1992, while they also became much more likely to procure services from firms that were not their primary provider.
Introduction
Any analysis of competition under U.S. antitrust statutes begins with the definition of the relevant market in both geographic and product space. The established legal standard for analysis of competition in the U.S. banking industry in recent decades has been that banking markets are geographically local -encompassing an area roughly equivalent to a metropolitan area or one or two rural counties -and that the sole product market is the cluster of financial products and services typically supplied by commercial banks. This paper examines recent evidence from the Survey of Consumer Finances on these two aspects of banking market definition in the context of earlier results, taking into account measurement issues introduced by changes in market structure over time.
The use of local geographic banking markets has generated some controversy in recent years. The expansion of bank branch networks (due partly to relaxation of legal constraints on the geographic expansion of banks), the increased centralization of deposit and loan rate setting by some banking organizations, the emergence of nationwide networks of automated teller machines, and the growth of Internet banking have led some to argue that banking markets are now statewide or larger in scope. Geographic expansion by financial institutions also blurs the precision of measures of the distinction between local and non-local institutions; for example, if a customer had an account at a non-local institution that subsequently opened a branch in the customer's local market, the account could be inferred to be a local one simply as a result of a change in market structure independent of the account owner. Similarly, if someone mainly accesses the services of an institution remotely via mail, telephone, fax or the Internet, but the institution has a local physical presence that is used periodically, the institution might reasonably be classified as either local or non-local; even if nearly all use were remote, the possibility of using a local office for problem resolution might still argue for treating the institution as a local one.
The use of the cluster of banking services as a product market has generated less commentary, despite evidence that bank customers increasingly utilize multiple providers of financial services, including non-bank firms, for many of their financial needs. The use of the cluster is convenient both for bank regulators and potential bank acquirers, because it simplifies antitrust analyses that could become quite costly and lengthy if every bank product and service were considered to be in a separate market.
Since the passage of the Gramm-Leach-Bliley Act (or Financial Services Modernization Act) of 1999, however, the appropriate definition and measurement of the cluster have become somewhat more complicated. In response to this law, many financial institutions moved to provide a broader array of services to consumers, thus enlarging the possibility of clustering of services. At the same time, it has become more common for large financial services companies to consist of many sub-units that may separately provide traditional deposit services; specialized loan services, such as mortgages, lines of credit, credit cards, vehicle-related and other installment loans, higher-risk short term loans, etc.; brokerage and trust services; and a variety of other types of investment services. Some such sub-units may have their own common brand names distinct from that of the parent company. As a result, it is not clear that customers always recognize the extent to which they may be buying services from different arms of one company. To capture clustering in the presence of such differentiation requires a broader definition of the financial entity examined. surveys not available when the previous papers were written. In addition, the paper analyzes differences among households with different demographic and financial characteristics in the geographic patterns of their procurement of financial services.
Finally, the paper relates geographic patterns to the structure of local banking markets to determine if household behavior is influenced by the local competitive environment in the banking industry.
The following section reviews the legal basis for current banking market definitions as well as previous research on such definitions. Section 3 describes the relevant portions of the SCF. Section 4 reviews evidence on the geographic dispersion of suppliers of household financial services. Section 5 examines at the extent to which purchases are clustered at financial institutions. Section 6 analyzes the effects of demographic variables and market structure on the geographic characteristics of the demand for banking services. The paper concludes with a summary and discussion of policy implications.
Legal and Economic Bases for Banking Market Definitions
The legal standard for defining a market for purposes of antitrust analysis has developed over the decades since passage of the Sherman Act in 1890. According to the current Horizontal Merger Guidelines of the Department of Justice and Federal Trade Commission, a market is a "product or group of products and a geographic area such that a hypothetical profit-maximizing firm, not subject to price regulation, that was the only present and future producer or seller of those products in that area likely would impose at least a 'small but significant and nontransitory' increase in price, assuming the terms of sale of all other products are held constant." In addition to clarifying the applicability of the antitrust laws to banking, the Philadelphia National Bank case laid the basis for the geographic and product market definitions still used in banking today. The Court ruled that, because important classes of bank customers are locally limited, the local geographic area is the relevant geographic market for an analysis of competition in banking. 4 In addition, the Court found "that the cluster of products (various kinds of credit) and services (such as checking accounts and trust administration) denoted by the term 'commercial banking' composes a distinct line of commerce." 5 The rationale given for the cluster was that some commercial banking products or services are so distinctive that they are entirely free of effective competition from products or services of other financial institutions, while others enjoy either cost advantages or settled consumer preferences that insulate them within a broad range from substitutes furnished by other institutions.
In the years since Philadelphia National Bank, the courts have indicated a willingness to consider the argument that, as a result of changes in the financial sector, Past research on the SCF has found that households rely almost exclusively on local financial institutions for products and services such as transactions accounts, certificates of deposit and lines of credit, but look increasingly to non-local providers for other services. Other empirical studies that find differences in deposit and loan rates across metropolitan areas and rural counties also suggest that banking markets are local.
Research conducted in the early 1990s, confirmed by more recent empirical work, finds significantly higher loan interest rates and significantly lower deposit interest rates in more concentrated local banking markets. used by households to those institutions. 11 However, the type of an institution may be difficult for some respondents to identify, despite provision of definitions by interviewers. Some respondents may be unable to distinguish commercial banks and savings banks, for example, and, as discussed earlier in this paper, the proliferation of entities within broad financial services companies inherently complicates even the conceptual problem of identifying the type of an institution where a household uses services that cut across such entities. 12 Interviewers are instructed to ask respondents for the approximate distance of each institution (or its ATM, if that is more commonly used than an office) from the home or office of the person who uses it most frequently, but in some cases the distance may be unclear. The household may use a variety of offices, and some of those may be local offices while others may be more remote; in such cases, the respondent would be asked for the distance associated with the office used most frequently. Distance may be particularly unclear when the institution is used only by telephone or over the Internet; when the respondent can only say that the institution is used by either of these means or by mail to a remote location, the distance is assumed in this analysis to be more than 50 miles. Because the SCF offers interviewers a code "more than 50 miles" to use in cases where the respondent is uncertain of just how far away an institution at least this distant might be, the data provide comparably useful information only up to this limit. For consistency in analysis in this paper, all distances reported as a value greater than 50 miles are truncated at 50 miles.
For purposes of this paper, we divide financial institutions into depository and non-depository institutions, with the former subdivided into commercial banks, thrift institutions (including savings and loans and savings banks) and credit unions. 13 Nondepository institutions are divided into finance companies, brokerage firms, mortgage finance companies, other nontrivial institutions, and entities described as an individual or small set of individuals. 14 All financial institutions are also divided into local and nonlocal firms, with the boundary between the two set somewhat arbitrarily at 30 miles from the home or office of the household member most involved in managing the account.
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In addition, financial firms are divided between those identified by the survey respondent as the household's primary financial institution and all other providers of financial services.
Geographic Banking Markets
Data from the 2004 SCF show that the distances between households and the financial institutions at which they get their financial services remain quite short. Table 1 gives a summary of the distributions of distance from a household to its provider for a number of different financial services for both 1992 and 2004. As noted earlier, the distance data used in this paper have been truncated above at 50 miles.
The median distance to a provider has increased for all financial products except checking, savings, and money market accounts and certificates of deposit; because these are common types of accounts, the median distance for all accounts stayed constant over the twelve-year period. Among the instances where the 90 th percentile of the distance to a provider was already at 50 miles in 1992, the distribution of distance can be seen to have shifted further outward for all products except money market accounts. 13 The classification of financial institutions as depository or non-depository suffers from the same problems as the classification of the overall institution type. A given household may use both depository and non-depository subsidiaries of an institution. Here institutions classified in the SCF as broad financial services companies are treated as commercial banks. 14 See the notes to table 4 for a definition of the institution classification used in this paper. 15 Using a 40-mile cut-off to define the local market does not yield any substantive differences. In 1992, local and non-local non-depositories overall were used at virtually the same rate. By 2004, there had been a 50 percent increase in the use of local nondepository financial institutions overall, while the use of non-local non-depositories had more than doubled. For all four categories of non-depository financial institution, it was more common for households to use a non-local firm than to use a local firm in 2004; in 1992, this was true only for mortgage finance companies. The growth in the use of nonlocal finance companies was particularly pronounced over the twelve years analyzed.
Banking Product Markets
One indication that the tendency of households to cluster the purchases of financial services at one provider may have weakened over time is the increasing percentage of households that utilize non-depository institutions. Table 5 Clustering of the use of financial services might most readily be examined by looking at the services selected at the institution deemed by the respondents to be the one where the household does the most business. 16 In 2004, 87 percent of households with any accounts reported that the "primary" institution was one where they had their main checking account; the figure in 1992 was 84 percent. About a third of those not reporting such a connection in 2004 did not have a checking account. 16 In the initial enumeration of financial institutions in the SCF, the respondent is asked to begin with "the one where you do the most business". The phrase "the most business" is not defined for the respondent, so the basis of this classification may vary across cases; some may consider the intensity of business in a single account, others may consider the number of distinct number of services used, the amount of money deposited or owed, or other distinctions. The use of non-local providers for both deposit accounts and loans is substantially higher among age groups younger than 65 years than for the two older cohorts. This suggests that, over time, the use of non-local institutions will continue to grow relative to the use of local firms. In time, this could weaken the case for local geographic markets in banking.
Substantial differences remained in the levels of use across other groups as well.
Households in higher net worth or education groups, white non-Hispanics and homeowners had higher rates of use than their complements in both 1992 and 2004.
Such households tend to use more services, and thus have more chances to choose a nonlocal institution.
The last factor in the table, the Herfindahl index for commercial banks, thrifts and credit unions in the MSA or other geographic area where a household is located, is a key factor in defining the competitiveness of local banking markets. Markets with a value of the index of greater than 1800 are generally considered to be highly concentrated markets. In 1992, there was little difference between households in highly concentrated markets and households in less concentrated markets in the use of non-local institutions overall and separately for accounts and loans. However, between 1992 and 2004 growth in this use was much stronger among households in the more competitively structured markets. Thus, both types of market became effectively more competitive, but the most competitive ones became relatively more competitive. These results give no indication that households in more concentrated markets look outside the local market for services.
Future research will address the degree to which this differential change reflects differences in the penetration of electronic banking.
To get an indication of the degree of independence of the factors in the table in explaining the use of non-local services, probit models were run to estimate the propensity to have a non-local provider overall and for either account or loan services.
These models also controlled for key aspects of the survey sample design and for the number of services used. The regression results are similar to the findings in table 8 and are not reported for the sake of brevity. Classification of institutions: Commercial banks: taken here to include institutions described specifically commercial banks, broad financial services companies, various credit card issuers and miscellaneous Internet-based bill-paying services. Thrift institutions: taken here to include savings and loan institutions and savings banks. Credit unions: taken here to include only credit unions. Finance companies: general finance companies, automobile finance companies, other types of store or dealer and collection agencies. Brokerage firms: taken here to include institutions specifically described as brokerages, insurance companies, money market mutual funds and private bankers. Mortgage finance companies: taken here to include institutions specifically described as mortgage banks, mortgage brokers or real estate investment company. Other non-depositories: taken here to include all remaining entities that were reported as holding accounts or loans. 
